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FOREWORD 


Growing public concern in 
recent years over accountability 
for government spending has 
frequently focused attention 
on the Office of the Auditor 
General of Canada and its 
work as Parliament’s auditor. 


Although the Audit Office 
has served Parliament for 
more than a century, many 
Canadians are uncertain about its oe responsibilities and 
the way in which it works. Much of the public awareness of 
the Office is concentrated on one day each year when the 
Auditor General’s annual Report is tabled in the House of 
Commons and its contents are reported widely in the media. 


The aim of this booklet is to give some idea of how that 
report is prepared and how the Auditor General fits into the 
Parliamentary system by which we are governed. It is my 
further hope that a wider understanding of the role and work 
of this Office will encourage Canadians to develop more fully a 
"value for money" approach in their own personal expendi- 
tures and that they demand the same attitude towards tax 
dollars from their elected representatives. 


For my part, I want, before my term of office expires, to 
promote that attitude among all public servants so that they 
spend tax dollars as carefully as they would their own money. 


ih hE 


Kenneth M. Dye 
Auditor General of Canada 
Ottawa, 1984 
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WHY DO WE HAVE AN AUDITOR GENERAL? 


The system of democratic government which Canada 
enjoys, grew in part from the demand by the people that they 
have some form of control over funds they provide to those who 
govern them. Our parliamentary form of government requires 
that the government of the day, before it collects or spends 
public moneys, must have the express approval of Parliament, 
the representatives of the people. Just as important, the 
government must also account for its handling of the funds 
entrusted to it. 


To assist Parliament in holding the government to 
account, the Auditor General is empowered to examine the 
accounts of federal government departments, agencies and 
many of its Crown corporations. It is through this audit work 
that the Members of Parliament obtain the information to 
judge whether the Government has spent public funds for the 
purposes authorized by Parliament and that public resources 
are used economically and efficiently. 


The Office of the Auditor General of Canada, therefore, 
plays an important role in the process by which Canadians are 
governed. 


WHAT DOES THE AUDITOR GENERAL DO? 


In many ways, the Auditor General’s role is like that of 
accounting firms in the business world who audit the books of 
private companies. Following the collection and spending of 
public funds, the Auditor General examines the Government’s 
financial transactions and reports his findings to the House of 
Commons. Like private sector auditors, he verifies financial 
information presented to him — the traditional “attest” 
function. 


However, the Auditor General also seeks to provide 
assurance to the taxpayers, through their Members of 
Parliament, that their tax dollars have been economically and 
efficiently spent for the purposes intended. And also, that 
public servants who spend them are able to judge whether the 
expenditures have achieved their stated purposes, assuring 
that taxpayers are getting value from the spending of their tax 
dollars. 


Specifically, the Auditor General Act requires that the 
Auditor General examine government accounts and report on 
cases where public funds have not been spent with due regard 
to economy and efficiency and where there are no satisfactory 
procedures in place to enable those who administer programs 
to measure the effectiveness of these activities. The Auditor 
General also reports on instances of misuse or mismanage- 
ment of public funds, fraud, overexpenditure of appropri- 
ations, expenditures not authorized by Parliament and other 
irregularities. 


IS THE AUDIT OFFICE PART OF 
THE GOVERNMENT? 


The Office of the Auditor General is a part of the 
legislative branch of the system by which we are governed 
and not a part of the Government itself. This independence 
from the Government of the day and the Public Service is vital 
if the Audit Office is to perform its work effectively and make 
unbiased judgements. The Auditor General must be free of 
obligations to any individual or institution and be free from 


fear of arbitrary dismissal or retaliation. The Office, 
therefore, reports directly to Parliament, which uses the 
information provided by the Auditor General to call the 
Government to account for its handling of public funds. The 
Auditor General, then, works for Parliament, not for the 
Government of the day. 


Elaborate safeguards have been provided by 
Parliament through legislation, the Auditor General Act, to 
ensure the Auditor General’s independence of the executive 
branch and to confirm his position of being answerable and 
subservient only to Parliament. 
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HOW LONG HAS THERE BEEN 
AN AUDITOR GENERAL? 


John Lorn McDougall, a former Member of Parliament 
for Renfrew, Ontario, was appointed the first Auditor General 
of Canada in 1878. The post previously had been filled by the 
Deputy Minister of Finance which meant that the auditor was 
an official of the government being audited, and not 
independent of it. 


In those days, the Auditor General had the dual 
functions of “comptroller of issue”, the person who authorized 
government payments, as well as being the auditor of the 
Public Accounts. Fraud, waste and a lack of concern for 
economy were proper concerns of the Auditor General. The 
early Auditors General, however, did not look into 
considerations of efficiency and effectiveness. 


In 1931, Parliament transferred the responsibility for 
issuing cheques to the newly created officer, the Comptroller 
of the Treasury, leaving the Auditor General his post-audit 
functions. The Auditor General’s independence was main- 
tained and his scope of investigation was substantially 
broadened. The Public Accounts which, under the former Act, 
he was required to audit only if and when requested to do so by 
the Minister of Finance, were to be examined regularly by 
him. 


DOES THE OFFICE AUDIT FINANCIAL 
STATEMENTS ONLY? 


During the 1950s and 1960s, the Auditor General’s 
Report began to contain details of “non-productive payments”. 
These were transactions that conformed technically to the 
spending regulations but provided no apparent benefit to the 
taxpayer. Reporting these non-productive expenditures was a 
new concept of the Auditor General’s responsibilities, 
involving questions of productivity and public benefit which 
had never been considered part of his mandate. As the 
number of reported instances increased, the propriety of 
reporting such transactions was questioned by government 
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ministers. They claimed the Auditor General was making 
judgements on policy matters which are properly the 
prerogative of the executive. 


To resolve this issue, a committee of legal and 
accounting experts — The Wilson Committee — was established 
in 1973 to examine the role and responsibility of the Office. 


One of the biggest questions facing the Committee was 
whether the Auditor General’s investigations and reports to 
Parliament should deal exclusively with the legality and 
propriety of the government’s financial transactions. Or 
should he go further and inform Parliament whether the 
country was getting fair value in return for the expenditure of 
public funds? 


The Committee recommended that the Auditor General 
should report on any case in which he had observed that value 
for money had not been obtained for any expenditure. It also 
recommended that the Auditor General’s independence should 
be maintained, that his activities should be governed by 
separate legislation, and that he should have the power to 
classify, select and appoint his own staff. 


In 1977, Parliament approved new legislation reflecting 
the Committee’s recommendations. The independence of the 
Auditor General, as a servant of Parliament, was maintained 
and re-emphasized. The term of office was set at 10 years, or 
at age 65, whichever comes first. 


The new Auditor General Act directed the Auditor 
General to call attention to anything resulting from his 
examinations that he considered should be brought to the 
attention of the House of Commons, including any case in 
which he had observed that: 


» accounts had not been faithfully and properly 
maintained or public money had not been fully 
accounted for; 


» essential records had not been maintained, or the 
rules and procedures applied had been insufficient 


to safeguard and control public property, to secure 
an effective check on the assessment, collection and 
proper allocation of the revenue and to ensure that 
expenditures had been made only as authorized; or 


» money had been expended other than for the 
purpose for which it was appropriated by 
Parliament. 


>» money had been expended without due regard to 
economy or efficiency, or 


» satisfactory procedures had not been established to 
measure and report the effectiveness of programs, 
where such procedures could appropriately and 
reasonably be implemented. 


The new mandate expanded the audit interest and 
concern to include economy, efficiency and effectivenesss — 
that is, an assessment of whether value for money has been 
obtained for the money spent. This new and expanded 
approach of combining attest, authority and value for money 
audits has come to be known as “comprehensive auditing.” 


Devs tene Session, Trentitms Legmiature, 
Secured Beas, an rrer rem il in Se abeth H, 17? 
35-26 EXieaioeth 11, 197 


LOUSE OF COMMONS OF ¢ ANADA CHAMBRE DES COMMUNES: WU CANADA 
THE HOUSE AHONS A 


BILL C-20 BILL C-20 


i io fant le byrsan du vérifieateur géagenl du 
the office of the Auditor General of Lat “aia: ie regen ee Bee 


Aa At Ursoseergoa related ar meMentat therato 


WHAT DOES THE AUDITOR GENERAL AUDIT? 


Audit work in the Office of the Auditor General covers 
all types of government operations, touching almost all 
aspects of national life. Transportation, finance, culture, the 
environment, foreign aid, nuclear power and scientific 
research are just a few of the areas covered by the auditors. 


The Auditor General is responsible for auditing: 


» Over 50 government departments and agencies, 
along with their affiliated boards, funds and special 
accounts. These organizations range from 
relatively small boards and agencies in Ottawa to 
very large decentralized departments and agencies 
whose activities extend to remote parts of Canada 
and overseas. 


» About 50 Crown corporations, 1.e., corporations 
owned and controlled by the Government. They 
include organizations such as Atomic Energy of 


Canada, the Farm Credit Corporation, and the 
Medical Research Council. Apart from their 
common government connection, these corporations 
differ widely in the nature of their activities, the 
size of their budgets and the degree of their 
independence. 


Special government-wide issues. Some of the 
Auditor General’s investigations are into subjects 
or issues which apply right across the government, 
such as government purchasing, accountability of 
Crown-owned corporations, scientific research and 
development, telecommunications, and 
management of payroll costs, to name a few. 


The territorial Governments of the Yukon and the 
Northwest Territories. These audits are performed 
by the Auditor General’s regional offices in 
Vancouver and Edmonton. They report on the 
territorial Governments’ financial statements and 
draw attention to any weaknesses in their financial 
administration. 


Auditing cheque distribution 
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>» The United Nations. The Auditor General has 
served as auditor of the United Nations and its 
various agencies including the International Civil 
Aviation Organization. Canada has been repre- 
sented on the Board of Auditors of the world body 
for periods totalling 22 years. 


» NATO. Staff members of the Office of the Auditor 
General are periodically called upon to serve as 
Canadian representatives on the International 
Board of Auditors of the North Atlantic Treaty 
Organization in Brussels. 


THE PUBLIC ACCOUNTS 


An important part of the 
Auditor General’s responsibilities 
is his examination of the Public 
Accounts of Canada. The Public 
Accounts are the Government’s 
financial statements which give 
a picture of its financial affairs 
and account for the monies it has 
collected and spent. 


Under Section 6 of the Auditor General Act, the Auditor 
General is directed to examine the Public Accounts and to 
“_.express his opinion as to whether they present fairly 
information in accordance with stated accounting policies of 
the federal government and ona basis consistent with that of 
the preceding year together with any reservations he may 
have.” 


To permit the Auditor General to express such an 
opinion, certain audit work, referred to as the “attest” 
function, is carried out by the Office in government 
departments and agencies each year. 


Audit opinions are also required on the annual 
financial statements of a number of agencies and Crown- 
owned corporations for which the Auditor General is named 


auditor. 
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WHAT IS COMPREHENSIVE AUDITING? 


In recent years there has been a far greater awareness 
on the part of Canadians of the need to improve accountability 
in the public sector. This increased attention and resulting 
work by the Audit Office has been a major force behind the 
development of comprehensive auditing. It has become 
evident that to know “how much” is being spent does not 
necessarily answer the question of whether it is being spent 
for the purposes intended and whether value is being received. 
Public concern for greater accountability and value for money 
demands more than traditional attest and financial authority 
auditing which formed the bulk of the Audit Office’s work 
until the 1970s. 


Comprehensive auditing, the term used by the Audit 
Office and others, has been developed to respond to the tax- 
payers’ concerns. It covers three principal areas. The first 
area is the regular annual review and testing of financial 
systems and internal controls to form an audit opinion on 
financial statements. In the case of the Office, these are the 
financial statements of the Government of Canada — the 
Public Accounts. Secondly, auditors check to see that the 
spending of public funds was properly authorized, usually by 
means of an appropriation voted by Parliament. 
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The third element involves an examination to deter- 
mine whether management has established systems and 
evaluation procedures to ensure achievement of value for 
money. Were public funds expended economically and 
efficiently and do those who spend them know whether the 
programs involved were effective? 


DOES THE OFFICE AUDIT WHETHER 
PROGRAMS ARE EFFECTIVE? 


The Auditor General Act does not require the Audit 
Office to audit program effectiveness. It calls, however, for an 
assessment of the quality of the program evaluation and 
reporting that takes place within the government. This can be 
expressed by a question put to managers: “How do you know 
whether your programs are achieving their objectives?” 


The Office of the Auditor General therefore assesses 
procedures used by departments and agencies to measure and 
report on the effectiveness of their programs but does not 
undertake such studies itself. The managers have to 
demonstrate to Parliament that they know how well their 
programs are achieving their objectives by comparing the 
intended and actual results of programs. If they cannot do 
this, they risk having their failure to do so reported by the 
Auditor General. 


Because of limited audit resources, it would not be 
possible to perform a full comprehensive audit on every 
department every year. The intent of the Office is to be able to 
report on all major government entities at least once during 
the life of a Parliament, normally every four or five years. 
This results in more cost-effective audits, gives management 
time for reasonable corrective action and permits more 
thorough review by Parliament. Significant matters arising 
from work done annually are regularly reported to 
Parliament. There is also monitoring of follow-up action 
taken by management on audit recommendations. 


Auditing Aare safety 
HOW DOES THE OFFICE DO ITS WORK? 


In the early days, the work of the Audit Office consisted 
mostly of a painstaking examination of individual 
transactions. Receipts, vouchers and financial reports were 
examined in detail. However, the growing scope, complexity 
and cost of government operations soon made such methods 
impractical and inefficient. The detailed “testing” of 
transactions has become less necessary as departments have 
developed their own internal audit functions and 
strengthened their financial management and controls. 


Inevitably, the external audit role of the Audit Office 
has shifted more toward a check of the effectiveness of the 
Government’s internal financial management procedures and 
internal control mechanisms. If the systems work efficiently, 
there’s a good chance that for the most part, individual 
transactions will be in order. 


The Audit Office has thus moved from “transaction- 
based” auditing to a more “systems-based” approach. For 
example, the Office now looks at such things as the planning, 
budgetary control and reporting processes, management 
information and performance measurement systems. It 
examines the physical control over assets to see whether they 
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are well protected and looks at the checks and balances built 
into the accounting process to detect fraud or theft. 


The aim is to examine how well Government programs 
are managed and whether the spending of public funds is 
under control by federal departments and agencies. This 
examination of the management of financial, physical and 
human resources, is the foundation of comprehensive 
auditing. 


HOW IS THE AUDIT OFFICE ORGANIZED? 


The Office contains four Branches. The Audit 
Operations Branch is the heart of the organization, supported 
by the other branches, Professional Services, Administrative 
Services and the Executive Office. 


The Audit Operations Branch plans and conducts the 
audit of federal departments and agencies and other organi- 
zations such as Crown corporations for which the Auditor 
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General is the appointed auditor. The Branch is organized to 
reflect the Government’s Policy and Expenditure 
Management System (PEMS). Audit “teams” are assigned to 
the 10 major expenditure areas or “envelopes” of PEMS and 
the approximately 150 organizations within them. This 
approach provides greater continuity in the audit process, 
improved understanding of issues, and better relationships 
with clients. 


Audit work is performed in Ottawa and in seven 
regional offices located in Halifax, Montreal, Toronto, 
Winnipeg, Regina, Edmonton and Vancouver. 


To ensure the highest standards of auditing, the Office 
includes a Professional Services Branch which supports the 
Audit Operations Branch. It provides training for auditors 
and supplies certain specialized knowledge and skills needed 
to carry out comprehensive audits. The Professional Services 
Branch is also responsible for developing and maintaining 
auditing standards, managing auditing methodology 
development, and conducting auditing research. This 
methodology is shared with other legislative auditors in 
Canada and around the world. The Branch also supplies 
expertise and methodology for assessing whether value for 
money has been obtained from the Government’s electronic 
data processing (EDP) spending and for evaluating of 
financial controls in computerized systems within the 
government. Other groups deal with payroll costs 
management and the evaluation of effectiveness. 


Once the audit work is complete, a team of editors, 
translators and word processing operators swing into action 
and prepare the audit findings for publication in the annual 
Report. This activity is co-ordinated in the Executive Office 
with the support of the Administrative Services Branch which 
ensures the smooth running of the Audit Office. 


To determine the effectiveness of the audit and 
reporting processes, a quality review function is performed 
and the usefulness of the audit report to Parliament is 
evaluated. 
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HOW IS AN AUDIT CARRIED OUT? 


The comprehensive audit begins with the planning 
phase. This preliminary work determines the issues to be 
examined, timing, objectives, criteria, methodology to be used, 
and resources required. Because it would be impractical to 
audit every part of an organization, the aim is to ensure that 
the audit covers the most important activities, systems and 
controls. 


An important element in the comprehensive auditing 
process is the use of audit criteria: reasonable standards 
against which management practices, controls and reporting 
systems can be assessed. They are used to judge the degree to 
which an audited organization conforms to expectations that 
have been explicitly described and authorized. 


But the most important standard is that of common 
sense — what a reasonable person would expect of 
management under the circumstances. 


The second phase of the audit is the execution phase. 
This involves testing and analysing the audit evidence. 
collected. The Auditor General Act provides that the Auditor 
General and his staff should have unlimited access to the 
necessary information, files and financial records needed for 
audits. 


Planning the Audit 


The auditor tests and evaluates controls, identifies the 
results of the organization not measuring up to the criteria, 
considers the main causes of such shortcomings and develops 
conclusions and constructive recommendations for remedial 
action, where appropriate. 


Reporting is the next phase in the audit process. It 
involves communicating the results of audits to management 
of the audited department or agency, and reporting to 
Parliament. Ifthe audit team uncovers any evidence of 
irregular accounting, any impropriety in the handling of 
public funds or any weakness in control procedures, it brings 
the facts immediately to the attention of the appropriate 
administrative or accounting officers, rather than waiting for 
tabling of the Auditor General’s annual Report. 


The audit team is also responsible for monitoring action 
taken by management to ensure that the reported weakness or 
irregularity has been corrected. This follow-up process 
produces regular interaction with managers. 


Computer audit 
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HOW DOES THE AUDITOR GENERAL 
REPORT HIS FINDINGS? 


The law directs the Auditor General to report annually 
to the House of Commons on the result of his inquiries, and to 
have the report ready on or before December 31st. It’s up to 
the Auditor General to decide what is to be drawn to the notice 
of Parliament. Accuracy and fairness are imperative. The 
form of reporting is the Auditor General’s annual Report to 
the House of Commons. 


Report of tl 
100th Annual Report of thé Auditor Ger, Report of thq 
Auditor Gen Auditor Gen to the Hous Auditor Gen 


Report of the 
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to the Housel to the House 
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The annual Report contains: 


» results of comprehensive audits of government 
departments and agencies and government-wide 
audits; 


» other significant matters, such as those arising out 
of audit work carried out in departments and 
agencies which are not being subjected to full-scope 
comprehensive audits in that particular year. 
There is also a follow-up progress report on matters 
covered in earlier reports; and 


» issues raised by the audit of the financial 
statements of departments, agencies and Crown 
corporations. 
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WHAT HAPPENS TO THE 
AUDITOR GENERAL’S REPORT? 


When the Auditor General’s Report is tabled in the 
House of Commons, it attracts considerable attention from the 
media. However, the real impact of the work of the Office 
comes later when Parliament’s audit committee, the Public 
Accounts Committee, studies the report. The Committee 
holds hearings on the contents of the Report, calling before it 
public servants from the audited organization and the staff of 
the Office of the Auditor General. The Auditor General is 
generally on hand when the Committee questions public 
servants on issues raised by the Report. 


At the Public Accounts Committee 
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After the hearings, the Committee reports to the House 
of Commons, commenting on audit findings and 
recommending possible action to eliminate the kind of 
problems exposed by the Auditor General. Parliament is able 
to call to account those who are entrusted with the physical, 
human and financial resources provided by taxpayers. The 
work of the Public Accounts Committee, therefore, completes 
the loop of accountability. It is then up to the Government to 
respond to the Committee’s recommendations. 


WHAT STAFF DOES THE AUDIT OFFICE EMPLOY? 


The growing complexity of government operations, the 
sophistication of accounting systems and modern 
comprehensive auditing techniques all point to one obvious 
conclusion: the important mandate Parliament has 
authorized for the Auditor General can only be fulfilled by 
employing top quality staff. The Office programs of 
recruitment, training and professional development are 
designed to attract highly qualified and talented people, and 
provide them with every possible opportunity to develop their 
potential and assume increasingly challenging 
responsibilities. 


The broader scope of comprehensive auditing has 
required an integration of various specialized skills within the 
Office of the Auditor General, involving professionals from a 
number of disciplines ranging beyond those associated with 
the traditional financial/accounting orientation. These 
include: engineers, economists, statisticians, 
mathematicians, actuaries, management scientists, 
effectiveness evaluation specialists, computer specialists, 
lawyers and social scientists. 


The Auditor General has an independent status in 
performing his duties and in selecting personnel, but 
generally conforms to public service regulations governing the 
recruitment and promotion of staff. 
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Auditors from developing countries gain“hands-on” experience 


INTERNATIONAL ACTIVITIES 


In addition to its international auditing responsi- 
bilties, the Office has continuing links with public sector 
auditors in many countries. Canada has acquired a reputation 
in public sector and legislative auditing that is recognized by 
countries and organizations around the world. International 
contacts and activities are therefore an important part of the 
work carried on by the Office, providing opportunities where 
Canada can both learn and contribute knowledge. 


The international horizons of the Audit Office are 
further broadened by the International Audit Office 
Assistance Program. This program is financed by the 
Canadian International Development Agency and 
administered by the Canadian Comprehensive Auditing 
Foundation, using the facilities of the Audit Office to train 
senior public sector auditors from developing countries. 
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ADVISERS TO THE AUDITOR GENERAL 


To help ensure the best possible results from the Office’s 
audit work, two main groups of outside advisers are used . 
Both groups include leading members of the public accounting 
and management consulting professions. 


The Panel of Senior Advisers advises the Auditor 
General on the application of comprehensive auditing, 
particularly in respect of Crown-owned corporations audited 
by private sector auditing firms. 


The Independent Advisory Committee on Government 
Accounting and Auditing Standards is made up of senior 
representatives of accounting and management consulting 
firms, and the academic community. The Committee reviews 
major documents such as the Auditor General’s opinion and 
observations on the Government’s annual financial 
statements and methodology such as the Office’s 
Comprehensive Auditing Manual and Audit Guides. 
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